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SUMMARY OF RECOMMENDATIONS AND FINDINGS

ISSUE #1: Should the Board of Accountancy beiooed as a separate
agency, merged with anothertypar sunsetted and have all of
its duties, powers and funcsiturned over to the Department
of Consumer Affairs?

RECOMMENDATION:

The board should be continued as a separate agdndythe size of the board should be
increased from 12 to 13, with 7 public members a@hgrofessional members. The
sunset date should be extended for four years utitéd next sunset review.

FINDINGS:
A. General Responsibilities, Duties and Compostan of the Board
1. The board has specified its mission and goals.

2. The board has been involved in strategic plannit@sic self-assessment, quality
management practices, and reengineering effortsrtgprove the board’s overall
effectiveness and efficiency.

3. The board has not established professional standafat its licensees, nor specific
codes of professional ethics or conduct, but thare other organizations and private
entities which provide “generally accepted accourgiand auditing standards” for the
profession, and a “Code of Professional ConduciThe board does provide some rules
and standards of conduct within its regulations.

4. It has been argued that the board may have excedtiekkgal authority by
attempting to prevent non-CPA’s from using the tesrfaccountant” and
“accountancy,” and by adopting “underground reguleins.”

5. It has been argued that the board has granted oledgated inappropriate authority
to its committees.

6. The board’s composition does not reflect the curtérend to provide a level of
public membership to ensure that the board’s actsoreflect the interests of the public
and not just those of the profession.



B. Funding and Organization of the Board and Stdf

1. The board has spent, on average, about 56 percéitsdudget on enforcement
activity over the past four years. Other boards/easpent, on average, about 66
percent.

2. The organizational breakdown and workload of thedrd and staff seem to provide
the most efficient expenditure of funds. Howeverrecent reengineering study found a
high ratio of support staff to CPA investigativeadt, and recommended that
investigative staff be more fully utilized [or ineased].

3. The board currently has ten months of budget reseand is unintentionally out of
compliance with the law which requires that the lrdaonly maintain three-months of
budget reserve. The board is attempting to dedhwis problem by reducing fees.

C. Licensing and Application Process

1. The board’s practice of requiring 10/20 semesteritsnis inconsistent with the
statutory and regulatory requirement of 45 semesat@its under Section 5081.1 of the
Act. However, there is a 10/20 semester units iegment under the experience
requirement in Section 5084 of the Act. The boandlicates that it will seek legislation
to rectify this inconsistency.

2. The experience requirement, as it pertains to theutlit experience” or “attest
function,” has become a controversial issue and theard has not properly evaluated
the need for the continuation of this requirement.

3. The board provides reciprocity for those applicamtiseady licensed in another
state but does not recognize international recipitgc

D. Continuing Education and Review of Professiodaompetence

1. The board has a unique “Continuing Competency Pragn” which was established
in 1989. It includes two primary areas: ContinuipnEducation and a Report Quality
Monitoring Program.

E. Examination Process

1. The exam given by the board has a very low passage

2. The examination requirement appears to be an adiél barrier to entry into this

profession and may be testing more than the minimstandards of competence
necessary for an entry-level CPA.



F. Complaint Process

1. Almost half of the complaints received by the boamnc related to unlicensed
practice

2. In arecent reengineering study conducted by thealsh there were significant
delays found in the complaint process.

G. Enforcement Process
1. It has been argued that the board lacks an aggreesnforcement program and
maintains one of the most complex, multi-layeredf@rcement programs as compared

to other occupational licensing agencies.

Unlicensed Activity

1. The board makes very little use of its “cite anad’ authority against unlicensed
practice because of the success it has in issuingdse and desist” letters. The board
has made some use of its “cite and fine” authoragainst licensees.

2. The recent BPR project found excessive follow-ughwiespect to compliance with
unlicensed program decisions.

Investigations

1. There are significant delays in the investigatiom cases and investigative and/or
administrative staff are not properly utilized.

Disciplinary Action

1. The board maintains a two-tiered disciplinary prag= The “Major Case Program”
is an extremely complex and costly process.

2. Considering the number of licensees, number of cdampts and

investigations by the board, there has been liditdion taken against licensees over the
past four years for incompetence or other violat®of the licensing act.

3. The board does make some use of its restitutiorhauty.

Disciplinary Case Aging Data

1. There have been delays in completing enforcemergesabut the board has recently
developed “baseline performance measures” to impgrag processing of cases.



Enforcement Costs

1. The board’s expenditure for all enforcement cossskelow the average for other
consumer boards.

2. The board is currently unable to calculate the aage costs of investigation and
prosecution of cases. However, it is attemptingépture this information in the
future.

3. The board seeks cost recovery pursuant to authogitgnted under Section 5107 of
the Business and Professions Code.

H. Efforts to Improve the Current Regulatory Process

Operational Improvements

1. The board’s administrative and regulatory changeaue made some improvements
in its operations and increased its ability to opée more in the public interest.

Leqgislative Efforts

1. Legislative efforts by the board have made someronpments in
the current regulatory program.

Recommended Improvements

1. The board’s proposed administrative, regulatory alegjislative changes address
some of the basic problems which are identifiedtins report. However, some are not
reflective of the findings made by the JLSRC.

ISSUE #2: Should the State continue with thensteg and regulation of
the practice of public accongtiand if not, should some other
alternative form of regulatibea recommended?

RECOMMENDATION:

The State should continue with the licensing andjrdation of the practice of
accounting.

FINDINGS:

1. There is sufficient evidence that the unregulatethptice of public accounting
could cause significant public harm.



2. There appears to be significant publdemand and an expectation by the public for
the regulation and licensing of the practice of plibaccountancy.

3. The current regulatory program appears to providaédance that severe harm
could result if the public accountancy professioraw deregulated.

4. Other mechanisms to protect the public from harmpgar to be inadequate if the
practice of public accountancy was deregulated.

5. While a number of other occupations overlap sometloé functions performed by
licensees of the board, these other occupationsrastlicensed to perform the full
range of public accounting services which includaadits and attestation. In addition,
these other occupations are not governed by thefggsional standards and codes of
conduct that characterize licensed accounting pregenals.

6. There are other public agencies which provide soawersight of the services
provided by accountants, but none of these agenbias authority to license or
discipline practitioners of public accounting.

7. All 54 states and jurisdictions regulate accountipgofessionals.
8. There does not appear to be any substantial savitaghe consumer (agencies or
businesses) if the practice of public accountancgsaderegulated, and in fact,

deregulation could adversely impact the businesmailte in California.

9. There does not appear to be any viable alternativé¢he current regulatory
program which would provide the same degree or Eased consumer protection.

ISSUE #3: What changes should be made to thermuregulatory
program to improve its ovegdfiectiveness and efficiency so
that it may operate more i@ fplublic interest?

RECOMMENDATIONS:

1. The board should implement all recommendations cangd in its report submitted
to the JLSRC, insofar as they are consistent witte tfollowing recommendations.

2. The board should implement all recommendations cained in its “Report on the
Business Process Reengineering Activities of theBbs Enforcement Program,”
insofar as they are consistent with the followingacommendations.

3. The board should adopt professional standards fisrlicensees, and its own “Code
of Professional Conduct,” and review and revise reyulations to clarify what conduct
may violate the Accountancy Act, or what may beHietlly” required by a CPA or PA.



4. The board should amend Rule 2 of its regulationsdarify under what
circumstances a person may use the terms “accoutitan “accounting.”

5. The board should spend more than 56 percent obitglget on the enforcement
activity, and take a more proactive role in its enfement program.

6. The board should increase the number of CPA invgative staff and decrease the
number of administrative staff under its enforcemigmrogram.

7. The board should reduce fees as necessary to hitsigpudget reserve into
compliance with the law.

8. The board should modify Section 5084 of the Busisesd Professions Code so it
is consistent with Section 5081.1.

9. Section 5083 of the Business and Professions Cdurikl be amended to require
that each applicant demonstrate to the board sattd6ry experience of 500 hours
the attest function, which enables the applicantdemonstrate that they have an
understanding of the requirements of planning andmstructing an audit with
minimum supervision which results in full discloserfinancial statements.

10. The size and composition of the Qualifications [Ex@ing] Committee should be
changed pursuant to the law which goes into effect July 1, 1997. Section 5023 of
the Business and Professions Code which authoritesExamining Committee should
sunset on July 1, 1998.

11. The board should clarify what enforcement actionlibe taken if a decision is
reached that mandated Continuing Education has fal to improve competency.

12. There should be legislative intent language (not nuatory) that the board will
work toward implementation of a national examinahowvhich will be developed and
administered by a “non-trade” national organizatiosuch as the National Association
of State Boards of Accountancy.

13. The board should make more use of its “cite anddimauthority against
unlicensed practice.

14. The size and composition of the Administrative Coittee should be changed
pursuant to the law which goes into effect on July1997. Section 5020 of the
Business and Professions Code, which authorizesAldeninistrative Committee,
should sunset on July 1, 1998. In the meantimeg thdministrative Committee should
act in an advisory capacity only, and primary resysibility for review and
management of investigations should be performedobgfessional investigative staff.

15. The “Major Case [Enforcement] Program” of the boarghould be analyzed more
closely to determine the successes (or failuresphef program. The board should
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conduct a cost-benefit analysis and a reengineerstgdy, and develop baseline
performance measures.

16. The board should also assure that confidentialigymaintained in the
investigation and prosecution of “major cases.”

17. The board should make more use of its restitutiomlaority.
18. The board should work with DCA to develop a betteethod for

capturing cost data so they can calculate costgnekstigation and prosecution of
individual cases.

Vii



OVERALL APPROACH TO THE SUNSET REVIEW

CURRENT APPROACH TO REVIEW

Legislation enacted in 1994 (Chapter 908/94, SB5208Corquodale), put in place a
procedure and schedule for the Legislature to agkeseffectiveness of, or need for,
state involvement in the 32 occupational areaseatilyr regulated by various boards.
(“Board,” as used in this document, refers to ariaussion,” “committee,” “examining
committee,” or “organization” that has the ultimaésponsibility for administration of a
regulatory program as required under provisiornthefBusiness and Professions Code.)

Pursuant to this new law, independent boards bedooperative, according to a
specified schedule, on July 1 of either 1997, 1988,999. The respective statutes are
then repealed six months later, on January 1 béeit998, 1999, or 2000. Thus, the
boards and their regulatory authorities “sunsatjéss the Legislature passes laws to
either reinstate the board or extend its sunset dat

Chapter 908/94 creates the Joint Legislative SuReetew Committee (JLSRC) to
review and analyze the effectiveness of and needdch of the boards. Each board, with
the assistance of the Department of Consumer Af{&ICA), is required to submit to the
JLSRC -- 15 months before January 1, of the ysauthorizing legislation becomes
operative -- an analysis of its regulatory functi@md reasons to continue regulatory
activities. (Reports from the boards scheduleditsst in 1997 were, therefore, due by
October 1, 1995.)

The JLSRC must hold public hearings during therimtestudy recess to solicit testimony
from the director of Consumer Affairs, the boardsexluled to sunset, the public, and the
regulated industries/occupations. During thoseihgsaythe committee members must
evaluate and determine whether a board or regylatoigram has demonstrated a public
need for the continued existence of the boardgulatory program and for the degree of
regulation based on the factors and minimum stalsdair performance listed below:

(1) Whether regulation by the board is neagsaprotect the public health, safety,
and welfare.

(2) Whether the basis or facts that necessittite initial licensing or
regulation of a practice or profession have changed

(3) Whether other conditions have arisenWild warrant increased, decreased, or
the same degree of regulation.

(4) If regulation of the profession or praetis necessary, whether existing statutes
and regulations establish the least restrictivenfof regulation consistent with the public
interest, considering other available regulatorginamisms, and whether the board rules
enhance the public interest and are within the safpegislative intent.



(5) Whether the board operates and enforseedgulatory responsibilities in the
public interest and whether its regulatory misseompeded or enhanced by existing
statutes, regulations, policies, practices, or@hgr circumstances, including budgetary,
resource, and personal matters.

(6) Whether an analysis of board operatiodgcates that the board performs its
statutory duties efficiently and effectively.

(7) Whether the composition of the board adéejy represents the public interest and
whether the board encourages public participatiatsidecisions rather than
participation only by the industry and individu&lsegulates.

(8) Whether the board and its laws or regafetistimulate or restrict competition, and
the extent of the economic impact the board’s &guy practices have on the state’s
business and technological growth.

(9) Whether complaint, investigation, powersntervene, and disciplinary procedures
adequately protect the public and whether fingbak#tions of complaints, investigations,
restraining orders, and disciplinary actions arthepublic interest; or if it is, instead,
self-serving to the profession, industry or indivads being regulated by the board.

(10) Whether the scope of practice of the latgd profession or occupation
contributes to the highest utilization of persorenedl whether entry requirements
encourage affirmative action.

(11) Whether administrative and statutory g¢jemnare necessary to improve board
operations to enhance the public interest.

The JLSRC must also consider alternatives to pta@sponsibilities and jurisdiction of
the board under the Department of Consumer Affairs.

The JLSRC must then report its findings and reconmtagons to the DCA for its review.
The DCA must then prepare a final report includisgpwn findings and
recommendations and those of JLSRC. This finantapust then be submitted to the
Legislature within 60 days, and shall include wieetkach board scheduled for repeal
should be terminated, continued, or re-establisaed whether its functions should be
revised. If the JLSRC or DCA deems it advisable,réport may include proposed bills
to carry out these recommendations.

REQUEST FOR INFORMATION AND BOARD REPORT

As indicated, all boards are required to prepararaiysis and submit a report to the
JLSRC “no later than one year plus 90 days pridghéoJanuary 1st of the year during
which that board shall become inoperative.” (®@etol, 1995, was the deadline for
those boards which sunset in 1997.)

The analysis and report must include, at a minimaiirof the following:

(@) A comprehensive statement of the boardssion, goals, objectives and legal
jurisdiction in protecting the health, safety, amelfare of the public.



(b) The board’s enforcement priorities, conmdland enforcement data, budget
expenditures with average- and median-costs s&r, eamd case aging data specific to
post and pre-accusation cases at the Attorney @kseffice.

(c) The board’s fund conditions, sources geraie, and expenditure categories of the
last four fiscal years by program component.

(d) The board’s description of its licensimggess including the time and costs
required to implement and administer its licengrgmination, ownership of the license
examination, and passage rate and areas of examninat

(e) The board’s initiation of legislative eff®, budget change proposals, and other
initiatives it has taken to improve its legislativendate.

In an attempt to reconcile this requirement fooinfation, along with those
considerations and factors which the JLSRC mustendaking its deliberations, a request
for information was prepared by JLSRC staff and seall boards on July 3, 1995.

The request asked a number of questions aboubtre’s operations and programs,
about the continued need to regulate the partiadampation, and about the efforts
which the board has made, or should make, to ingitswoverall efficiency and
effectiveness. There was also a specific requestfiormation dealing with the board’s
funding, licensing, examination, complaint and ecéonent process for the past four
years.

Staff then continued to meet with boards, as neddeaksist them in compiling this
information and completing the report.

The report submitted by each board was broken doterthree parts. The first part,
provided background information dealing with easpext of the board’s current
regulatory program. This included the board’s p@yduties and responsibilities, its
funding and organization, the licensing, examimgtmontinuing education, and
enforcement activities of the board for the past fgears.

The second part of the report, addressed the afsubether there is still a need to
regulate this particular occupation. The questendressed by the board were basically
those which are asked during any “sunrise revienstess, i.e., the current process used
by the Legislature to evaluate the need for reguiat

The third part of the report, discusses any reguatr legislative efforts the board has
made, or are needed, to improve its current ojperand protection of the consumer.

There are some appendices which were includedrasfaheir report.

There are also appendices (attachments) whichubea their length, or because they
were not essential to the overall information cored in the original report, were not
provided with the report. They were, however, aldg to members of the JLSRC upon
request.



JLSRC REPORT OF FINDINGS AND RECOMMENDATIONS

The JLSRC must provide to DCA a report of its fimgh and recommendations after
hearings are completed. This document has be@anme in an attempt to meet that
mandate.

The findings and recommendations in this reporbased on information and testimony
received during the hearings conducted by the JLBRNovember 27th, 28th and
December 5th, 1995. It also reflects informatidmnck was provided in the board’s
report, information provided by the Department ohn€umer Affairs, a review of the
current literature dealing with occupational liceigsissues, and a comparative analysis
of occupational licensing in other states perforibgdhe Senate Office of Research.

The document begins with a short summary of tlmeeatiregulatory program and
discusses the creation of the licensing act, tlaedi® budget, revenue and fees collected,
an overview of licensing activity and the requiescdaimination, and
disciplinary/enforcement actions.

Part oneprovides an overall evaluation of the board’srapens and programs. This
section includes everything from the general resjimlities and duties of the board, to
the licensing, examination and enforcement procé&sere are findings made about each
function and activity of the board.

Part twoof this document, is a review of the need to ratguthis particular occupation.
The issues are those which are addressed durirayithent “sunrise review” process, and
those which must be considered by the JLSRC uhaecurrent law.



SUMMARY OF CURRENT REGULATION

Background

The first Board of Accountancy convened in San €isoo in 1901. The original law
was a title act and prohibited anyone from falssédyming to be a certified
accountant licensed by the Board. In 1945, the Aotancy Act was substantially
revised and the practice of public accounting wefsdd.

The board consists of 12 members. Seven membesshaCertified Public
Accountants (CPAs), one must be a Public Accour{igf}, and four must be public
members. The Governor appoints two of the pubkentpers and the eight licensee
members. The Senate Rules Committee and the Spefake Assembly each
appoint a public member. When the Senate Busaresg$rofessions Subcommittee
on the Effectiveness and Efficiency of Boards and@iissions met two years ago to
review this board, it was recommended that thede&e be reduced. As of July 1,
1997, per Chapter 599, Statutes 1995, the boagednsizbe reduced by two CPAs
down to 10 members.

The board currently regulates over 62,000 licengbedargest group of accounting
professionals in the nation, including individugdastnerships, and corporations. The
board licenses approximately 54,700 Certified Rubstcountants, 1700 Public
Accountants, 1200 CPA Partnerships, 7 PA Partresshind 2800 Corporations.

A “Certified Public Accountant” is a person who hast the requirements of
California law and has been issued a license tctipeapublic accounting by the
board. A “Public Accountant” is a person who heseived a certificate of public
accounting from the board and who holds a validige to practice. In California,
shortly after World War Il, this certificate was ased to individuals who
demonstrated experience in public accounting addahzertain educational
background. The last PA license was issued in 1868 as these particular licenses
expire, California eventually will no longer havednsees with this designation.

As accounting practitioners, CPAs and PAs are petps, partners, shareholders, or
staff employees of CPA firms. They provide professi services to individuals,
private and publicly-held companies, financial itogtons, nonprofit organizations,
and local, state and federal government entiti®A<also are employed in business
and industry, in government, and in education. TRA and PA are unique in that in
California only a professional holding this licercsan perform “attestation”,

including audits and reviews pursuant to the Athe(attest is a formal statement by
an independent auditor, after thorough examinatimhconsideration, as to whether
financial statements fairly present financial positand operating results[Ihe



board is recommending that the attest function be ipped as an experience
requirement under the Act.]

Budget

The board’s budget for the current fiscal year @905/96) is $9,591,000. (Projected
expenditures for FY 1996/97 are $9,756,820.) In1994/95, the board’s budget
appropriation was $9,162,000, of which $5,095,135 tihe total expenditure for all
enforcement costs (56% of the total expenditurédout 38% of the enforcement
budget for FY 1994/95 was spent on “external-pitesal and consulting services”,
23% on personal services, 15% on operating expehgéson the Attorney General
and OAH, and 7% on witness fees. The board hat,spe average, about 54% of its
budget for enforcement activity over the past fgeairs. The board derives its
revenues entirely from licensees, and is a spaaia agency. Anticipated revenues
for FY 1995/96 are $8,087,000, and for FY 1996/8¥%¥,989,000. The board was
authorized for 81.1 staff positions in FY 1995/96.

Board andccommittee members are entitled tpea diem of $100 per day and are
reimbursed for actual and necessary expenses @tcwtnile conducting board
business. In calendar year 1994, the board coedunche formal meetings. Board
members have received a total of $62,000emdiem and travel expenses for FY
1994/95. (It should be noted, that all claims hagtbeen submitted for FY 1994/95.)
A total of $70,330 irper diem and travel expenses was received for FY 1993/94, a
total of $39,132 for FY 1992/93, and a total of4g&®1 for FY 1991/92.
[Expenditures for per diemand travel of “committee members” is unknown]

Fees

Licenses must be renewed every two years. The Isd@elstructure is currently:
Exam Application Processing Fee - $60; Fee fohexam part - $25 (or $100 for
all four parts); License Application Processing F&200 (for partnerships or
corporations - $150); Initial License Fee - $1 Renewal Fee - $175; Delinquency
Fee for late renewal - $87.500n April 1, 1995, the board lowered its license
renewal fee from $200 to $175, and its delinquenenewal fee $100 to $87.50. As
of July 1, 1996, the board will again lower the reewal fee from $175 to $100,

and the delinquency fee from $87.50 to $50.00. Tlabjective of this fee

reduction is to lower the board’s reserve and stalize it at approximately three
months of authorized expenditures.]

Education and Experience Requirements

An applicant for admission to the examination faeatified public accountant
certificate must comply with onaf the following:

1) Graduation from an acceptable school or uniwyevgth a major in accounting or
related subjects requiring a minimum of 10 semdsters of accounting and 20
semester units of business-related subjects ({otahof 30 semester hours). If the



applicant had a non-accounting major, then mustgmeevidence of study
substantially the equivalent of accounting maj@y. Successfully completed a two-
year course of study at college level, or receme@ssociate degree from a junior
college, and that has studied accounting, commidasia economics, finance and
related business administration subjects for aodeot at least four years. 3) Show
to the satisfaction of the board that he or shetagquivalent of educational
gualifications as required above,mass a preliminary written examination and have
completed a minimum of 10 semester hours in acaogisubjects. 4) Must be a
registered public accountant.

The experience requirement is four years, withywas experience credit for a
bachelor’s degree or if a registered public accantntand another one year
experience credit if graduated from college withoB@nore semester hours of study
in accounting, commercial law, economics and fieafithe practical experience
must include experience in a variety of auditinggadures and techniques, in
preparation of audit working papers, in planninghef program of audit work, in
preparation of written explanations and commenttherfindings of an examination
and on the content of accounting records, andepamation and analysis of financial
statements.

The majority of applicants gain their experienceeggilar paid employees of a
company, working on a full-time , part-time, mer diem basis. On occasion, some
applicants may work on an intern or a volunteerso@sorder to gain the necessary
experience. Their supervisors must hold curreenises. Although there is no
prohibition against charging for supervision, ihst customary in this profession.

Applicants already licensed in another state hawgbrary practice rights in
California for up to 120 days upon receipt of difieation from the licensure state.

Although education and experience requirements waatgly from state to state,
available information indicates that Californiaéqjuirements are comparable to other
states. All states and jurisdictions except twayyand and Florida, have an
experience requirement.

Examinations

Each applicant must complete the “California Etltgsmination” prior to licensure.
This is a self-study Code of Professional Condest administered by the California
Society of Certified Public Accountants.

Applicants for a Certified Public Accountant licerare also required to pass a
written nationally standardized examination, titted “Uniform CPA Examination.”
The examination is written and graded by the Badiifixaminers of the American
Institute of Certified Public Accountants (AICPA) professional organization of



CPAs consisting of members from industry, governimamd academia throughout
the country. The AICPA contracts with 54 sepasa#des and jurisdictions to provide
and grade the examination. Validation of the exaalso conducted by AICPA.

The CPA examination is administered over a two{ayod on the same dates in
May and November each year throughout the courithe examination is divided in
four sections: Business Law & Professional Residiiges, Auditing (Audit),
Accounting & Reporting - Taxation, Managerial, @advernmental and not-for-
Profit Organizations, and Financial Accounting &iR#ing - Business Enterprises.
In addition to multiple-choice questions, writtessay responses are also required in
particular sections. Writing skills are assess&dgithe following criteria: coherent
organization, conciseness, clarity, use of stan8auglish, responsiveness to the
requirements of the question, and appropriatereedtié reader.

After the examination is completed, the AICPA BoafdExaminers recommends the

passing grade, which is scaled to a grade of 7&ad¢h jurisdiction (state board). Itis

up to the individual jurisdiction whether to use @dvisory passing grade or to set its
own. The board has adopted the national standaredulation and has set the pass

point at 75 percent.

The board grants “conditional status” to those adatds who receive a passing grade
of 75 percent in two or more sections in a singl@naination sitting. Candidates who
are granted conditional status have six consecet@eination periods in which to
pass the remaining sections. If they do not, thegt retake the entire examination.

Each year in California, approximately 15,000 cdatis sit for the CPA
examination at one of four regional sites (Sacrame®an Francisco, Pomona, San
Diego). In FY 1994/95, the board’s staff approved acheduled 16,819 candidates
for the examination. A total of 7,455 candidatasfer the November 1994 exam,;
6,780 sat for the May 1995 exam -- a total of 18,2Because of the difficulty in
passing all sections of the examination, most @atds only take two sections of the
examination during their first sitting. This wayely are assured of receiving
“conditional status” to take the other sectionshaf exam, rather than having to take
the entire exam again.



1,

EVALUATION OF BOARD'S OPERATIONS
AND PROGRAMS

ISSUE: Should the Board of Accountancy be comtthas a separate agency,

merged with another board, or surdednd have all of its duties,
powers and functions turned ovah®Department of Consumer
Affairs?

RECOMMENDATION:

The board should be continued as a separate agehaythe size of the board should
be increased from 12 to 13, with 7 public membensl& professional members. The
sunset date should be extended for four years utité next sunset review.

FINDINGS:

A.

1.

2.

General Responsibilities, Duties and Composdan of the Board
The board has specified its mission and goals.

The mission of the State Board of Accountancy igrtiiect the public welfare by
ensuring that only qualified persons are licensetithat appropriate standards of
competency and practice are established and exforce

It is the vision of the board to become the premagulatory agency that operates
with maximum efficiency, fosters continuous qualityprovement, and provides
exemplary consumer protection while recognizingdhanging consumer
demographics and nature of services provided leysied professionals.

The board has outlined its goals and objectivdsun major areas of importance:
licensing, examining, enforcement, and public awess.

The board has been involved in strategic plannifigsic self-assessment, quality

management practices, and reengineering effortsrtgprove the board’s overall
effectiveness and efficiency.

In 1993, the board enlisted the assistance of autting firm to assist in the
development of a strategic plan. The process wagpleted successfully in May




1993. Staff then created an implementation plah established performance
measures and incorporated the basic concepts aets t&f Total Quality
Management. A key element of implementing thatsgic plan was the
establishment of a Long Range Planning Committeess$ist the board in establishing
its goals and objectives.

In July 1995, the board completed a performancedaseasure baseline report
specific to the Enforcement Program. The boardioaas to seek new means of both
improving its performance and providing quality\see. Currently, the board is
focusing on strategic planning for each aspedhefEnforcement Program and will
be implementing the strategy through reenginedhedg=nforcement Program.

The board has engaged a consulting firm to traiff st the skills necessary to
analyze operations effectively, and to use thalyaigin forming and implementing a
plan which assures that the products generatedi®yptocess meet board objectives.
A comprehensive report will be provided to the lbar

3. The board has not established professional standsaifat its licensees, nor specific
codes of professional ethics or conduct, but thare other organizations and private
entities which provide “generally accepted accourgiand auditing standards” for the
profession, and a “Code of Professional ConductThe board does provide some rules
and standards of conduct within its regulations.

A Code of Professional Conduct, “generally accepiszbunting principles” (GAAP)
and “generally accepted auditing standards” (GAA®ye been established by
national and state professional organizations atitless including, but not limited to,
the American Institute of Certified Public Accounits (AICPA), the AICPA
Auditing Standards Board (ASB), the Government Actong Standards Board
(GASB) and the Financial Accounting Standards B4gAISB). The
pronouncements and professional standards estathlishthese private entities
provide the framework for all aspects of public@auting services.

The board points out that the AICPA, ASB, GASB &#&B are private institutions
which set standards but have no powers to regtiatprofession. “In contrast,
California’s Accountancy Act gives the Board of Acaitancy statutory authority to
regulate the public accounting profession.” Thiam interesting comment by the
board, in that no formal professional standardsoole of ethics have been adopted by
the board. The board has certain standards ofumbm¢hich are within its

regulations, but it is not always clear what mayant to a violation of the Act or
what is “ethically” required by the CPA or PA undisrregulations.

The board does, however, require each applicactrplete a Professional Ethics
Exam in order to meet the board’s requirementit@nisure. A passing grade of 90
percent or better is required. A self-study Cofierofessional Conduct is provided
by the California Society of Certified Public Acadants.
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4. It has been argued that the board may have excedtiekgal authority by
attempting to prevent non-CPA’s from using the tesrfaccountant” and
“accountancy,” and by adopting “underground reguleins.”

The board recently began to enforce section 2g Tl of the California Code of
Regulations, which in effect prohibits anyone b@RA from using the unmodified
terms “accountant” or “accountancy” to describe hienself, for offered services.
The board claimed that consumers are confusediona&PA’s use of these terms,
and that many consumers believe that someone Igotdim/herself out as an
“accountant” must be licensed by the state. Otfirctuding non-CPA accountants
and their professional associations) argued tleaCthA-controlled board is
attempting to capture the use of a generic terpreégent the competition from
truthfully and effectively advertising in telephodeectories and other media, in
violation of non-CPAs’ first amendment commercigésch rights and due process
rights. The issue was litigated for five yeardpuoating in the California Supreme
Court’s decision irBonnie Moore v. Sate Board of Accountancy, 2 Cal. 4th 999
(1992),cert. denied, U.S.  (Feb. 22, 1993). The Court ruled that tbarB must
allow non-CPA accountants to use the terms “ac@htind “accountancy” in their
advertising if those terms are accompanied witfselaimer stating that “the
practitioner is not licensed, or that the servioi#sred do not requira license.”

The Center for Public Interest Law (CPIL) arguest thecause the Supreme Court
found Rule 2 to be constitutionally defective, Hward should either repeal or amend
this regulation. The board argues, that the legaé validated the regulatory scheme
enforced by the board prohibiting the unmodified aéthe terms “accountant” or
“accounting” by unlicensed persons [unless a dis@ais used], and received legal
advice from the Attorney General’'s Office in Octok®94, that they did not have to
revise Rule 2. However, for the legal authoritytted board to be clear under these
circumstances, it is probably advisable that treréh@mend Rule 2 to include the
disclaimer provision of the court.

CPIL has also accused the board of being invoirédnderground rule-making”
(the enforcement of a policy or standard of genapalication without adopting it
through the rule-making procedures of the Admiaiste Procedure Act), when it
referenced a requirement in one of its applicatowms, that all applicants must
submit proof of at least 500 hours of qualifyingpexence in the “attest function” or
in “audit experience.” The board argues that th@ @urs of audit experience is a
suggested guideline, not an absolute requiremadtttaat the 500 hours is not
stipulated in statute or regulation.

The board provided a historical overview of thigiorof the requirement for 500
hours of audit experience. At one point, the bdweaild a hearing on this issue and
was prepared to amend Rule 11.5 to adopt thismrement. However, the board
decided it wanted a more flexible standard forahdit experience and decided to
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5.

reference the 500 hours instead in one of the fgmogided to applicants to be used
as a guideline. The board now argues for doingyawth any attest or audit
experience requirement, which would make this issaet, but CPIL argues for the
continuance of some sort of experience requiremidrite need for the experience
requirement, or its clarification, is discussedHer in this report.]

It has been argued that the board has granted oledgted inappropriate authority

to its committees.

The board has a unique committee structure toitiaeilthe performance of its duties.
Current law authorizes the creation of two comeeit the Examining Committee
(which the board calls the Qualifications Commitéeel uses to review licensure
applications), the Continuing Education Committe®] “other committees. . . for the
purpose of making recommendations on such matsemsag be specified by the
board.” One committee, the Administrative Commitf&€), is specifically mandated
by statute to receive and investigate complaintstannitiate and conduct
investigations and hearings. It allows from 13 Tomembers to serve on this
committee. Currently 17 members serve on this citee; all of whom are non-
board member private practitioners.

The Senate Subcommittee on the Effectiveness diuieBty of Boards and
Commissions had some concerns with the overall pawe size of these
committees, and made specific recommendations abaunging the composition and
authority of these committees. Legislation wasnthassed to implement some of
these recommended changes. Effective July 1, 189 TChapter 1273, Statutes of
1994, the board magstablish an Administrative Committee, rather thaimg
required to appoint one. The new AC will be congabsf nine members, six of
whom shall be CPAs, one shall be a PA, and twd beaboard members, one of
whom must be a public member. The compositionsanel of the other committees
of the board were also changed. This include&i@nining Committee and the
Continuing Education Committee.

CPIL argues that the use of the “Qualifications @Guttee” and the “Administrative
Committee” is an excessive, and possibly unlawfalegation of state governmental
police power to private parties. The committeesdibconsist of appointed board
members or employed board staff. They consistighfe-practitioner CPAs who are
reading the licensure applications of their futtoenpetitors or present colleagues, or
reviewing a disciplinary complaint against theifleague. “Such intimate
participation of private parties in two of the fiamdental police power functions of an
occupational licensing agency -- licensing and ex@ment -- was outlawed
centuries ago with the abolition of professionaldg)” CPIL goes on to state, that
these committees do not simply make recommendaasnstipulated in statute], they
make decisions which are not reviewed or ratifredny way by the board or its staff.

12



This long-standing conduct by the board’s comragtes unconstitutional as an
excessive delegation of governmental power to feiparties. CPIL recommends
repeal of the statutes creating these committees.

The board is recommending to eliminate both theli@eations [Examining]
Committee (if the audit experience requirementirmiaated) and the Continuing
Education Committee. However, it does not wardliminate the Administrative
Committee, deciding instead to remind the Commitite it is only an advisory
committee and to make several changes in the steuand function of the
Committee. [The need for this committee is diseddsirther in this report.]

6. The board’s composition does not reflect the curtérend to provide a level of
public membership to ensure that the board’s actoreflect the interests of the public
and not just those of the profession.

The ratio of professional to public members onBbard of Accountancy is 8 to 4.

(In 1994, and again in 1995, legislation was pas#adh required the composition of
the board be changed to 6 professional memberd aodlic members.) It was
argued that this was more consistent with non-heealated boards and that changing
the composition of the board would provide a makabced structure to the board, as
a first step in dealing with some of the problemadiined by the Senate Subcommittee
on the Effectiveness and Efficiency in State Boamd Commissions. As stated by
the Subcommittee, “the Board may be able to focasern its enforcement activities
and less on protecting the interests of the pradassregulates. A smaller Board

may also function more efficiently.”

There have even been strong arguments made theuroen boards should consist of
a majority of public members. It is argued thatiwduals not affiliated with a
profession are more likely to take a dispassionae of members of said profession
who may be subject to disciplinary action. Existetgdies and evidence on the
effectiveness of public member majorities on boasdgparse and generally limited to
case studies of states or occupations. Howevea, récent study conducted in 1990
(“Structural Reforms and Licensing Board Perfornmeghby Elizabeth Graddy and
Michael Nichol, USC, American Political Quarteriyol. 18, No. 3, July 1990, pp.
376-400.), which examined several health-relateatds it was found that the
proportion of public members had a positive effatincreasing the number of
serious disciplinary actions, and suggested thblipmembers may be effective at
improving the disciplinary performance of at lelasalth occupational licensing
boards. This suggests that consumer concerns bBbard domination by the
regulated profession may be well-founded.

A comparison of the board’s ratio of public membaith that of other California
licensing boards, and other state accountancy bpahdwed that a 2 to 1 ratio is
completely inconsistent with the current trend.wewer, the board still argues for
continuing with the present composition of 12 meralicause of their extensive
workload and the need to have a broader base eftsgwith which to address
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complex professional issues. It also recommendmbga8 CPAs rather than
7 CPAs and one PA, since the PA license was lagédsin 1968.

If there is a concern with the workload of the lihaspecially if some action is taken
concerning its large committee structure, then eemappropriate board composition
would be 7 public members and 6 professional mesab€&his would be more
reflective of other trade-type consumer boards.

B. Funding and Organization of the Board and Stdf

1.

The board has spent, on average, about 56 percéntsdoudget on enforcement

activity over the past four years. Other boards/easpent, on average, about 66
percent.

2.

The organizational breakdown and workload of thedrd and staff seem to provide

the most efficient expenditure of funds. Howeverrecent reengineering study found a
high ratio of support staff to CPA investigativeadt, and recommended that
investigative staff be more fully utilized [or ineased].

3.

In a recent “reengineering study” conducted byltbard, it was found that there are
certain tasks and processes used by the staff whiete significant delays in intake,
assignment and investigation of cases. Some eéthmblems seem to be related to
the use of the Administrative Committee, and tladf sime and effort necessary to
support the committee. The study indicated thettethvas a high ratio of support
staff to CPA investigative staff, and recommendett investigative staff be more
fully utilized [or increased].

The board currently has ten months of budget resand is unintentionally out of

compliance with the law which requires that the lrdsonly maintain three-months of
budget reserve. The board is attempting to dedhwiis problem by reducing fees.

The board is operating under an inherent statutonylict pertaining to the authority
for cost recovery under the Act, atite mandate to maintain a three-month budget
reserve. There are instances in which cost regal@tars swell the Accountancy
Fund significantly above the mandated three-moeslenve. Consequently, the board
is at times unintentionally out of compliance wstiate law. As of September 1,
1995, the board’s reserve was equal to approxignggalmonths of operating
expenses. On April 1, 1995, the board loweretidémse renewal fee from $200 to
$175, and its delinquent renewal fee $100 to $87A&®of July 1, 1996, the board
will again lower the renewal fee from $175 to $180¢ the delinquency fee from
$87.50 to $50.00. The objective of this fee reuncis to lower the board’s reserve
and stabilize it at approximately three monthsutharized expenditures.
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C. Licensing and Application Process

1.

The board’s practice of requiring 10/20 semesteritsris inconsistent with the

statutory and regulatory requirement of 45 semest@its under Section 5081.1 of the
Act. However, there is a 10/20 semester units iegment under the experience
requirement in Section 5084 of the Act. The boandlicates that it will seek legislation
to rectify this inconsistency.

2.

During the board’s 1992-93 review of the examinaémod licensing statutory and
regulatory provisions, this discrepancy was adawestn an effort to understand why
the board’s practice was inconsistent with theustay language, it was concluded
that many years ago educational institutions didreguire 45 business units to
graduate. Therefore, this requirement presensdraficant barrier to entry.
Statutory language was developed to make SectiBh.b@onsistent with Section
5084 and the board’s practice, but the necessargetisus was not achieved to
proceed with this statutory change.

Recognizing that this inconsistency is a continygpngplem, the board has undertaken
a survey of educational institutions to determirtbe existing 45 semester unit
requirement currently presents a barrier to enfilye results indicate that educational
institutions’ requirements for graduation with aslmess or accounting degree are
equal to or greater than the 45 units requiredtéyie. Therefore, the board will be
seeking legislation to modify Section 5084 to mal@nsistent with Section 5081.1.

The experience requirement, as it pertains to treutlit experience” or “attest

function,” has become a controversial issue and theard has not properly evaluated
the need for the continuation of this requirement.

Business and Professions Code section 5083 redLif@scandidates to complete a
certain number of years of experience under threctisupervision of a CPA licensee.
Section 5083(d) expressly requires the Board tesgnibe rules establishing the
character and variety of experience necessarlfith flne experience requirement set
forth in this section, including a requirement teath applicant demonstrate to the
board satisfactory experience in the attest func®it relates to financial statements.
The board satisfied this requirement by adoptirggice 11.5, Title 15 of the
California Code of Regulations. In 1980, howevke board became concerned with
the way in which the “audit experience” was intetpd and, as indicated earlier in
this report, adopted broad language which saidchSaxperience may be fulfilled by
a combination of financial audits, reviews, compt@, operational and management
audits.” The 500 hours was added on the applicdtion as a guideline to meeting
this requirement.

The board is now recommending elimination of angitaexperience requirement. It

agrees that the attest function has been theitradithallmark of the accounting
profession, and stresses the continuing importahaeplicants and licensees being
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knowledgeable in this key area. However, the bearttluded (“after much thought
and discussion”), that knowledge of auditing caragsessed and maintained without
a specific audit experience requirement. Indigatitat the CPA Examination
satisfactorily tests knowledge of auditing standaadd practices, and is adequate for
establishing minimum standards of competence.dtitian, the board claims it has
found, through its enforcement experience, thastsutalard audit work is
predominately performed by those who have beemdatige for a number of years
but who have not kept pace with changes in accogrtnd auditing standards, and
that continuing education required by the boardaoectify this problem.

The board continues to view supervised experiemt¢iea practice of public
accounting as an important prerequisite for liceasuiHowever, the board believes it
is important to keep pace with the global economy the changing nature of the
public accounting profession. Because of the cdifrability requirement in
performing audits, many CPA and PA firms no longerform them. This means that
their employees find it difficult to fulfill the &#st experience requirement in a timely
manner. Even if an individual is able to fulfilletaudit experience requirement, if
that individual does not perform audits routinelyai “day in-day out” manner, the
audit experience quickly becomes outdated. Thedbdaims that the audit
experience requirement is rapidly losing its effgmtess in ensuring competence and,
as such, is becoming an unnecessary barrier tg. elttis the board’s view that the
experience requirement does not reflect today'dipalscounting environment. The
board equates this requirement with mandatingalggneral practitioner physician
become proficient in brain surgery or cardiac stydgpefore they could be licensed
by the state.

There are those currently serving as board memaedsCPIL, who are against
eliminating the audit experience requirement. C&igues that the audit function is
the essence of the CPA. ltis the one task reddov€PAs and consumers have no
one to rely on other than the CPA for proper pragan of an audit. “The audit
function should be the focal point of the boaritehsing, standard-setting, and
enforcement function.” CPIL believes the legistatahould consider a major change
in the licensing function of the board, and licefeditors” only -- that is, those who
hold themselves out to the public as being qualifedirect, perform, and sign a
certified financial audit. Other accountants wiwondt perform audits would not
need to be licensed.

Several board members voted against the recomniendateliminate the audit
experience requirement. (The vote for eliminatimg tequirement was 6-3-2.) One
board member has indicated that the driving fordairid the recommendation came
from those board members who have worked for @marking for) the big national
accounting firms (the “Big Six”). These firms agifting their emphasis away from
audit and tax work to the supposedly more proféatreas of consulting. “It is
reasonable to assume that these large firms arechdwficulty finding enough work
to qualify thousands of computer specialists andrfcial advisers as CPAs under the
current licensure requirements. For individuakscsglizing in these areas, the CPA
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license is nothing more than a highly desirablekai@mg tool to instill public
confidence in their ability. To eliminate the Boardequired audit experience to
accommodate the self-serving interest of theseigpsts would defeat the whole
purpose of the CPA license and subject Californi@samers to more of the audit
failures receiving wide publicity in recent yeas.prime example is the Arthur
Anderson audit of ‘Lincoln S&L/Charles Keating’ fanthat cost Californians
enormous sums of savings and retirement funds.”

Other members of the profession have expressedaeoothat the board would be
inclined to make such an important decision withmuhlicizing the issue and
soliciting licensee input. “An issue of this imgenmce, one that could affect out
ability to serve the public, and, in turn, maintaur professional competence,
deserves to be brought to the attention of theeeptiofession.”

Considering the impact this decision would haveh@nprofession, the Legislature
would probably be a more appropriate forum to nesttis issue. This would provide
an opportunity for public and professional commant] for more serious
consideration concerning this particular requiretndduring this time, the board
should conduct a more thorough investigation ofciineent “public accounting
environment” and experience required by firms aadrerships. If indeed the
auditing or attest function is used infrequentlytbg profession, but still is the
“hallmark of the accounting profession”, then tloaitdl might consider special
certification for those who primarily perform audiork. This would assure
competency in this specialized area.

There may still be a need for the Qualificationsmattee as long as the audit
experience requirement exists, but because ofzis expense, and questionable
powers, it should be phased out over time so Hebbard and staff can ultimately
assume the responsibilities of this committee. &@terience requirement should
also be clarified so it can be easily interpretgdtaff, and the board should consider
whether fewer years of experience would sufficagsure competency. A small
advisory committee could still be used to assef g examining the qualifications

of candidates.

3. The board provides reciprocity for those applicariseady licensed in another
state but does not recognize international recipitgc

Applicants already licensed in another state hawgbrary practice rights in
California for up to 120 days upon receipt of difieation from the licensure state.
This certification attests that the applicant'®hse is in good standing, with
completion of certification and a listing evidengi80 hours of continuing education
accumulated in the 24 months immediately precetlinglate of application. It

should be noted that, although requirements vadglyifrom state to state, available
information indicates that California’s requiremeate comparable to other states. If
an individual is licensed in another state or coyrdnd wishes to obtain a California
license, he or she must meet all the requiremesdsssary to obtain a California
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license. However, passage of the “Uniform CPA Exation” in another state
generally assures that a license will be issudcilifornia, as long as the experience
requirements are met.

The board does not recognize international recipyrdecause requirements for
licensure vary widely from country to country. rirany countries, requirements are
substantially less than those of California or thfeo states. Accordingly, applicants
with public accounting experience obtained outsiseUnited States and its
territories must appear before the Qualificationsn@ittee and present work papers
which substantiate that the experience meets thadlsorequirements. Itis
mandatory that the work completed in the UnitedeStar its territories be available
for review at the board’s discretion. Canada ésdkception. A Canadian Chartered
Accountant in good standing shall be deemed to haatethe examination
requirements upon successfully passing the “Canadieartered Accountant
Uniform Certified Public Accountant Qualificatiorx&mination of the American
Institute of Certified Public Accountants.

D. Continuing Education and Review of Professioldompetence

1. The board has a unique “Continuing Competency Pragn” which was established
in 1989. It includes two primary areas: ContinujnEducation and a Report Quality
Monitoring Program.

Continuing Education (CE)Licensees who practice public accounting must
complete 80 hours of acceptable CE in the 24-mgmthseding the license expiration
date. Licensees who perform governmental audits camplete 24 of the 80 hours
in governmental auditing or related subjects. Tentinuing Education

Committee” of the board specifies mandatory critéor qualification of courses and
defines programs which qualify. It does not, howeYgre-approve” courses nor
maintain a provider registration program. Profasal organizations are the primary
source of CE coursework. Larger accounting firtes &ave developed in-house
programs, and numerous other private training @autational companies specialize
in providing CE courses. Courses offered by pitesal associations range from
$20 to $45 per hour, self-study programs offeredugh AICPA range from $10 to
$17 per hour, and other providers costs can ramge fno cost” to greater than $125
per hour. The method for determining the compietbCE is by self-certification
upon renewal of the CPA or PA license. Howeveg,libard will take a 1% random
sampling of license renewals to verify CE. Itssimated that fewer than 5% of those
reviewed have a course rejected or have not tdleagpropriate course as reported
on the renewal application. The licensee is gelyegeven a specified period to
correct the deficiency by taking an acceptable g There are also exceptions or
extensions of time for completing CE, for all lisees, for reasons of health, military
service, or other good cause. Licensees may ranmsnse “Without CE,” the result

18



of which is losing the right to practice public aoating. [The board is in the process
of adopting regulatory language which will repldlce phrase “Without CE” with
“Inactive,” thereby instituting a true inactive digse status.]

Report Quality Monitoring Program (RQMtaff randomly samples

30 licensees each month based on information stdamatith the licensee’s renewal
form. Each licensee is required to indicate wheétmeaudit, review, and/or
compilation report was issued during the precediagyear period. They must
submit to staff a report of the highest level issughe RQM “Committee” reviews
and evaluates the reports in closed session. Hteyeports as satisfactory,
acceptable, marginal or substandard. For thossidered as “marginal,” CE may be
suggested or required, for those considered astanbard,” CE is required. In both
instances, the licensee must submit a financigstant issued after completion of
CE. The licensee is given two opportunities torowe work product quality to an
acceptable level. The board reports positive im@moent by licensees who were
required to complete the requisite CE. It seem§&s-75% of marginal/substandard
licensees receive a satisfactory determination wodmission of their second report.
Although enforcement is indicated on the “Genengblovement Profiles,” it is
unclear what enforcement action is taken if a dewcis reached that CE would not
improve competency, or if CE fails to improve congney.

Examination Process
The exam given by the board has a very low passate

The average passage rate for the past four yearhdse only sitting for one or more
parts of the exam, is 33%. However, the averagegue rate for those sitting for all
sections of the exam is 15%. On average, onlyta&@@0 sit for all sections of the
exam, or 26% of the total candidates for the exdime board, nor the AICPA,
maintain statistics which provides a valid compamisf the pass rates of first-time
takers to repeat takers of the exam. Howevegstlieen established that an average
of three sittings is necessary for candidates $3 ja#l parts of the examination.
California’s passage rate since 1979, has beereabewnational average.

2. The examination requirement appears to be an adiél barrier to entry into this
profession and may be testing more than the minimstandards of competence
necessary for an entry-level CPA.

An exam which only passes 15% first-time takersl, i@kes, on average, three
sittings to pass all parts, appears to be testioige tihan the minimum standards of
competence for those who would like to enter tleantancy profession. Even the
State Bar exam for lawyers, considered as oneeofritbre difficult exams in
California, has a 50% passage rate for first-tiakets. Also, in a comparison of
other boards who provide examinations, this isafrtbe lowest passage rates for
first-time takers.
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* The board argues that the more education candiates the higher the passage
rate. First-time candidates with more than 150estar hours of credit have a 50%
better chance of passing all subjects, and finsettandidates with advanced degrees
were 63% more likely to pass. If CPAs were reqliiiehave a masters degree,
similar to a law degree required before a candidatetake the Bar Exam, a passage
rate of 50% could be expected. Most applicantg bale a bachelor’s degree, and
therefore the passage rate is lower. The boaodbakeves the passage rate is
affected by the examination’s multiple-section sapmethodology, and that there is
national consideration being given to a one-scoethodology which the board
believes would increase significantly the overalép rate -- because candidates
would no longer be able to take individual sectisimsply for practice without a
serious intent of passinfNo statistics or studies were provided to backuphtese
assertions, the fact that passage of the exam coulike up to three years, along
with meeting the required experience requirementsstill appears to be an
artificial barrier to entry into the profession.]

* The problem may really be in the use of a trade@ason to draft, grade, set the
pass point, and validate the exam. As indicateliceahe American Institute of
Certified Public Accountants, is a professionalamrigation of CPAs which contracts
with 54 separate states and jurisdictions to peeidd grade the examination.
Validation of the exam is also conducted by AICPHiere is no independent outside
source (at least none is mentioned) which has pedd a psychometric or “task
analysis” evaluation on this exam. Most of thelgsia seems to be done either “in-
house” or with some assistance by the National é&iason of State Boards. The
board is recommending, and to work toward, impletatgon of a national
examination developed and administered by a “nadeit national organization such
as the National Association of State Boards of Aintancy.

* CPIL has recommended that the legislature shouidider adding intent language or
some other incentive to ensure that this is accisimpdl. The board argues that
legislation could unduly complicate the board’soef§ to meet the goal of a new non-
trade association examination, but no reasonsieea §y the board why intent
language could “easily override or even deraildfferts to meet these objectives.”
With intent language, the board would certainlycbenmitted to its own
recommendation and would make other states and Alare of the State’s
concern. The board and AICPA should also be atimateaction has already been
taken against a board, Landscape Architects, beaaften extremely low passage
rate. In that instance, the board was requiratetelop its own examination and no
longer use the national examination.

F. Complaint Process

1. Almost half of the complaints received by the boamnc related to unlicensed
practice
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* The board receives approximately 450 licenseeaelabmplaints and an additional
400 complaints related to unlicensed practice gaeln. Most license-related
complaints are filed for reasons of unprofessi@oaiduct, lack of competence or
negligence, fraud, “non-jurisdictional” (within goe of board’s regulatory program
but not covered by statute, e.g., fee questiofajer” (not described by board). In
FY 1993-94, of the total 919 complaints receivdahua 50% of complaints were
from the public, 25% from licensees, 20% from intrsources (?), 3% anonymous,
and others from governmental and miscellaneousssur

2. In arecent reengineering study conducted by thealsh there were significant
delays found in the complaint process.

» Delays occur for several reasons: 1) There aressiwe control review points in the
process; 2) There is no formal system for caseniha or target setting and this
results inad hoc and/or inconsistent execution of case investigati@h There is a
lack of standard, accepted criteria for categogznd prioritizing cases. The study
recommended that the complaint intake and evalugtiocess be reengineered by
developing standard criteria for case evaluatimplémenting a formal case planning
model, and consolidating review activities.

G. Enforcement Process

1. It has been argued that the board lacks an aggreesnforcement program and
maintains one of the most complex, multi-layeredf@rcement programs as compared
to other occupational licensing agencies.

* CPIL has documented many of the following problewmth the board’s enforcement
process:
= its excessive delegation of enforcement decisiokimgeauthority to private
parties (the Administrative Committee), as desdtibarlier;

= a conflict within the board over the proper rolésh® Administrative
Committee (AC), the board’s Enforcement Chief
(a CPA), and the board’s “investigative CPAs” (lbamployed investigators
who are CPAS) in the enforcement process;

= the board’s use of a two-tiered investigative pssce one for “regular” cases
and one for high profile cases denominated as “ntagses”;

= the extraordinary number of “stages” and “phaseséne cases may be
dropped or dismissed ;

= the board’s routine use of expensive outside cdmstead of the Attorney
General’s Office) to handle board disciplinary reegt and
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= the board’s unusual and controversial use of bosuhbers in the pre-
decision making stage of the enforcement procetais-requiring the recusal
of those board members if and when a proposedideas stipulated
settlement is presented to the board.

CPIL argues, that probably due to its extraordiramplexity, the board’s
enforcement program does not yield much in the efagsults. In 1993-94, out of
60,000 licensees the board only generated 491 faromaplaints against licensees
[and filed only 24 accusations]. The board alsensis an excessive amount of its
enforcement resources and energy policing “unliednactice.” Almost 25% of the
complaints received by the board are from licensepgesumably complaining about
unlicensed practice. In 1993-94, the board reck#d28 complaints about unlicensed
practice, issued 440 cease and desist lettergdskticitations, [and referred 14 to
the District Attorney]. “CPIL believes the publiwmuld be better served if the board
would pursue incompetent and dishonest CPAs rétiaerexpending its limited
enforcement resources attempting to drive compstdat of business.” CPIL
recommends the abolition of the Administrative Catter and the appointment of
an independent “discipline monitor” (or some otfegm of independent, objective
evaluation by someone with prosecutorial and/oréaforcement expertise) to study
the board’s enforcement process from intake td fieaision. CPIL also suggests
structural and administrative reform of the systang to supervise the
implementation of those reforms over a two- to¢hyear period. [This mechanism,
as enacted in SB 1543 (Presley) (Chapter 1114yt8%abf 1986) proved effective in
reforming the State Bar’s disciplinary system.]

The board claims that CPIL is in error about sorfthe information it provides.
First, the board commits minimal resources to @mged enforcement. The board
specifically devotes only one employee (currentlyachalf-time basis) to unlicensed
cases, which represent an expenditure of approglyn&25,000. Secondly,
“jurisdictional inquiries” do not generate compltsin The board tallies and reports
complaints separately.

The board goes on to point out, that it has beeolwed in a “Business Process
Reengineering” (BPR) project of the enforcemengpaim over the past summer and
fall, and would like time to evaluate and implem#r@ changes recommended by this
study. It has also been involved in a self-evauaprompted by sunset review that
has resulted in the board’s clarifying the roleslbparties involved in the
enforcement process.

It is interesting to note, that the BPR projectiesd some of the same conclusions
concerning the overly complex and multi-layeredeasp of the enforcement
program. The following are some of the other fingdi made, as it relates to each
aspect of the board’s enforcement program.
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1.

Unlicensed Activity

The board makes very little use of its “cite andd” authority against unlicensed

practice because of the success it has in issuingd'se and desist” letters. The board
has made some use of its “cite and fine” authoragainst licensees.

2.

For unlicensed activity, the board issued an avetd@80 cease and desist letters per
year for the past four years. The board has nat iisécite and fine” authority

against unlicensed persons, because complianteg&®ard argues) is usually
obtained after issuance of a cease and desist orttevever, it has used its “cite and
fine” authority against licensees. In FY 1994/98 co@ations were issued, $68,400
was assessed and $32,155 was collected.

The recent BPR project found excessive follow-ughwiespect to compliance with

unlicensed program decisions.

1.

To confirm compliance with particular unlicensedgnam decisions, as many as
three follow-up letters may be sent. Up to threenghcalls also may be made after
the final letter is sent. The frequency of thesets is often unnecessary, and
generating them, results in an inefficient expandiof administrative staff time.
The study recommended that the second and thilmifalp letter be eliminated and
replaced by phone calls.

Investigations

There are significant delays in the investigatioh cases and investigative and/or

administrative staff are not properly utilized.

For the past four years, an average of 500 inyatsbins were initiated against
licensees each year, of these, approximately 408 vlesed each year. On average,
about 35 investigations were initiated against@esgor unlicensed practice each
year, and about the same amount closed.

The board is unique in the way it handles invesibgg. Once an investigator
completes the investigative report, and it is rexdie and approved by a Supervising
Investigative CPA, the written report and the &le reviewed by a minimum of two
“Administrative Committee” (AC) members, who musincur on a recommendation
for closure or further action. The AC can alsodihvestigative hearings” to collect
facts and information pertaining to a case invesiiogn. There are either “informal”
hearings (taken without a court reporter) or “fofhieearings (taken under oath with
use of a court reporter). (AC members are nonébbeensee volunteers, and there is
no indication that they are trained in investigatigchniques.) During the FY 1994-
95, 318 investigative files were referred to the #®€Creview. Of those, the AC
conducted 71 hearings and referred 36 cases tthmey General for preparation
of accusations. The time for regular case invasitg, review by the AC, and
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implementation of the recommended action was appiabely nine monthsn the
average, for major cases it was 30 montse discussiomfra, concerning the
“Major Case Program.”] The AC review was the prignegason for the increased
delays in the investigation of cases.

As indicated earlier, there has been some critidgsnterning the use of the AC.
CPIL has argued that the AC is an unlawful delegatif state police power decision
making. It also argues that the AC lacks conscsteém making decisions, creates
unnecessary time lags in processing investigatisrextremely costly, and may have
exceeded their authority under the Act by partittigain settlement hearings and in
making decisions to close cases, issue citatindgiaes, and impose continuing
education. [Section 5022 of the Business and Psafies Code states that the AC
shall only make “recommendations” and forward égart to the board for action on
any matter on which it is authorized to act.]

The BPR project found that there are certain tasksprocesses used by the staff
which cause significant delays in intake, assignmaed investigation of cases, but
there is no indication that the study reviewed toheays or actions taken by the AC.
It did seem to indicate, however, that there whggh ratio of support staff to CPA
investigative staff (possibly because of the neegrbvide support to the 17 member
AC), and recommended that investigative staff beenially utilized

(or increased).

The BPR project also discovered other procedurdgaticies (or lack thereof)

which cause significant delays to occur in thegrssient and investigation of cases,
and cause inconsistencies to occur in the way @sgsocessed among investigative
staff.

It seems obvious from the comments of CPIL andBiR@ project, that the board,
and the volunteer CPAs on its Administrative Conteeit are too involved in the day-
to-day operation of the enforcement program by adstrative and investigative

staff. The board has created an “elaborate [eafoent] process unlike that of any
other DCA board.” The Administrative Committee gltbbe phased out and
additional professional investigative staff sholbédhired to receive, review and
manage consumer complaints against licensees.

Disciplinary Action

1. The board maintains a two-tiered disciplinary prag= The “Major Case Program”
is an extremely complex and costly process.

The board began a “Major Case Program” in 198ihvestigate and prosecute those
licensed accounting firms and individuals who perfed grossly negligent
accounting and/or auditing services in industribem broad financial harm to
consumers and investors was evident (such as afdaged savings and loan
institutions). The board has adopted the practiiamntracting with investigative
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consultants (experts) to investigate major caseéemsatand utilizing outside counsel
to expedite the investigation and prosecution es¢htypes of cases. The program
provides for the investigation of approximatelyces each year.

This program has been criticized as being overtymex, including

3-stages and 14 steps to investigate and prosacutajor case,” and the frequent
use of outside counsel and outside investigatarepposed to staff investigators and
the Attorney General's Office) can amount to sutissh costs for the board. It has
been argued that the costs of these particulascaag be influencing the board’s
decisions to settle (or not pursue) other discgrircases. Also, because staff
investigators and the Attorney General's Office mveused, the board risks the
potential of leaks and misuse of confidential infiation. (A lawsuit was filed
against the board in 1994, when Arthur Andersc@Pa firm against whom the
board was proceeding in a disciplinary matterdfgelawsuit against the board
alleging misconduct and contending that the bosa#tdd confidential information to
private attorneys involved in a class action agaimglerson.)

The “Major Case Program” needs to be analyzed mlogely. It is difficult to
determine the successes (or failures) of this aragrAlthough several cases were
outlined by the board, there has been no cost-tiemreflysis performed on this
particular program. Neither did the BPR projecvpde any evaluation of the
activities or processes of this program, nor dgveloy baseline performance
measures.

2. Considering the number of licensees, number of cdampts and investigations by
the board, there has been little action taken agstiticensees over the past four years
for incompetence or other violations of the liceng act.

A total of 139 accusations have been filed by th&rt over the past four years (on
average, about 35 filed per year). Of those, S8Ited in revocation of the license,
12 resulted in a voluntary surrender of the licedfeended up with suspension and
probation, 53 resulted in probation, and one engeth an “other” category. (The
total of these disciplinary actions is higher beseaaf cases carried over from one
year to the next.) A total of 97 accusations filedthe past four years were
completed by the Attorney General within one ydarwere completed in two years,
13 were completed within three years, and 6 weybhe three years.

The board does make some use of its restitutiorhauty.

Restitution to consumers is an optional conditibprobation within the board’s
“Disciplinary Guidelines” and, where appropriateaynbe ordered by the board by
either stipulated settlement or proposed decigtoom 1990-1994, the board has
ordered $68,600 in restitution to the consumere(@mount of restitution ordered in
FY 1994/95 was unavailable.)
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Disciplinary Case Aging Data

1. There have been delays in completing enforcemergesabut the board has recently
developed “baseline performance measures” to im@ag processing of cases.

1.

Over half of the accusations filed can take froro tevfour years until the case is
completed. The board in July 1995, conducted tarnal study to develop “baseline
performance measures” for their enforcement progr&ome of these baseline
performance measures are “red-line”times and dgoalgrocessing cases. Itis
anticipated that this will result, along with impientation of other recommendations
made in the BPR project, in enhanced performaned of the enforcement program
areas.

Enforcement Costs

The board’s expenditure for all enforcement cossshielow the average for other

consumer boards.

2.

The board commits approximately $5 million annuétiyts enforcement program for
consumer protection. This was 56% of its total exieires for FY 1994/95 -- much
less than other boards which regulate practitiomdas can cause severe harm to the
public.

The board is currently unable to calculate the awge costs of investigation and

prosecution of cases. However, it is attemptingépture this information in the
future.

3.

The board tracks costs of enforcement actions @xyrdeng the actual time and costs
incurred for investigative staff, investigative soitants, the Division of
Investigations, the Attorney General’s Office, adiéscounsel, and the Office of
Administrative Hearings. All of these costs arenimred to assist in controlling
enforcement costs. However, the historical systamoapturing cost data does not
allow the board to presently calculate the averagts of given types of cases
without performing a case-by-case detailed analysise board is currently working
with DCA to capture these costs. Also, as parheftioard’s “baseline performance
measures,” four pertain to average costs per case.

The board seeks cost recovery pursuant to authogitgnted under Section 5107 of

the Business and Professions Code.

Recovery of costs for investigation and prosecutibtihe cases are pursued by the
board in a substantial number of its cases.
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H. Efforts to Improve the Current Regulatory Process

Operational Improvements

1. The board’s administrative and regulatory changeauye made some improvements
in its operations and increased its ability to op#e more in the public interest.

The board points out the following as examplesdohimistrative and regulatory changes
which have improved its operations and increasedbtlity to operate more in the public
interest:

= BCP proposals to increase staff (especially ingasire staff) on the enforcement
program.

= Completed rule-making actions to establish itst@itaand Fine Program.

= In 1994, held public hearing on proposed changesgolations on professional
conduct.

= Regulations to clarify the experience requirement.

= Revised regulations governing the Continuing Edooa®rogram for increased
clarity and ease of administration.

= Held public hearing on creating an “inactive stafos licensees.

Legislative Efforts

1. Legislative efforts by the board have made someriorpments in
the current regulatory program.

The board points out the following as examplesgfdlative efforts made to improve the
current regulatory program:

= Enactment of fee bill to increase its staffing aeslources devoted to enforcement.
= Enactment of bill to provide cost reimbursementhi@ enforcement program.
= A bill to establish the “Major Case Program.”

= A bill to revise and reorganize statutes on exatironaand licensing for increased
clarity and consistency.

= Created a retired license status.
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Recommended Improvements

1. The board’s proposed administrative, regulatoy and legislative changes address
some of the basic problems which are identified ithis report. However, some are
not reflective of the findings made by the JLSRC.

The following recommendations seem to address sditiee basic problems which are

addressed in this report. Others, however, arediieictive of the findings of the JLSRC,

and have been revised or changed in this report.

= Work toward implementation of a national examinatiteveloped and administered
by a national organization in the future, with greviso that the national organization
be a non-trade association such as the Nationalchetfon of State Boards of
Accountancy.

= Redefine the board’s experience requirement anaraite the Qualifications
Committee.

= Implement a reportable events requirement andgefprint requirement to ensure
licensees are free of convictions.

= Eliminate the Continuing Education Committee.

= Implement a two-year research project to identifyaational trends and patterns,
including course validity and occupational relewanc

= Continue the Report Quality Monitoring Program aledine the population for the
program as those without peer review or qualityaev

= Enhance the efficiency of the enforcement program.

= Enforcement program should complete its presenegirof strategic planning
through analysis and business process reengineering

= Expand the reporting capabilities of the DCA En&nent Tracking System.

= Develop and implement a plan to create and didgimultimedia materials to
educate consumers about services provided by el bo
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2.

REVIEW OF NEED FOR STATE LICENSING
AND REGULATION OF THE PRACTICE OF
PUBLIC ACCOUNTING

ISSUE: Should the State continue with the licegsind regulation of

the practice of public accountiagd if not, should some other
alternative form of regulation meommended?

RECOMMENDATION:

The State should continue with the licensing andjrdation of the practice of
accounting.

FINDINGS:

1. There is sufficient evidence that the unregulatedaptice of public accounting
could cause significant public harm.

If the current regulatory program were to be discwed, the harm consumers would
suffer would be primarily financial in nature. TBenate Subcommittee on
Efficiency and Effectiveness in State Boards anch@dissions’ April 1994 report
found that “there are several reasons why this @ehould continue. The first is
because of the severe financial harm a consumdd eaperience, unless this
profession is regulated.”

It should be noted that severe financial harm tsamcend in itself. Because the
practice of public accountancy is so broad, consarman be affected in a number of
ways. For example, clients of incompetent CPABAs could suffer harm from
improperly prepared tax returns, from poor investha retirement planning advice,
or because decisions were based on incompetentyrmed audits. These activities
have long-term consequences. Proper retiremeng¢state planning consultation can
be the deciding factor in determining whether artdlippossesses adequate financial
resources for retirement. Consulting advice re¢ato a litigation matter could make
the difference in costly decisions regarding whetbgursue a particular course of
action. Audit failures can contribute to substalitsses to creditors and investors.

Licensees also audit government entities as redjbyestatute such as the Federal
Single Audit Act. Incompetent practice in thisaan have serious consequences
for a large number of Californians. For exampbeprrect judgments in the audit of
school districts could form the basis for inappraf@ decisions about the expenditure
of public funds.
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Third party consumers of audited information alaa suffer harm from incompetent
practitioners. Millions of dollars are investechaally by consumers in publicly
traded companies. Licensees are required to repuets on the financial statements
of these companies, which provide information tareholders and prospective
shareholders. Because audits of publicly tradedpamies and audits for and on
behalf of governmental agencies affect so manywoess, this area of practice has
the greatest potential for public harm. Incompepeactice in this area can
contribute to large consumer losses and socialeguesices, such as a reduction in
the standard of living.

CPIL agrees that the public needs an occupaticeiding agency to regulate CPAs.
“Many societal actors (e.g., investors, lendersegoment agencies, retirement
systems, pension plans) rely on the work and thel wbCPAs in making many
different kinds of business decisions. The receists which has led to the downfall
of the savings and loan industry is illustrativelod public’'s need for independent,
objective, and competent analyses and audits anfial data.” CPIL also points out
that the recent California Supreme Court’s decigmBily v. Arthur Young &

Company, 3 Cal. 4th 370 (1992), heightens the need fafactive CPA board. In
that case, the Supreme Court essentially immurCieds from civil liability for
professional negligence to consumers or membettgegbublic other than those with
whom they have contracted. In other words, “tipiagty” consumers who purchase
stock in a company in reliance on a certified ficiahaudit signed by a CPA have no
recourse against that CPA in the courts if thaitehas been negligently prepared;
only those in “privity of contract” with the CPA.€., the audited company) may sue
the CPA for professional negligence. As indicdigdCPIL, the impact is clear:

“The Board of Accountancy is the only remedy fargh third-party victims and is
the onlymechanism which can protect future clients of (aA.”

2. There appears to be significant publdemand and an expectation by the public for
the regulation and licensing of the practice of plibaccountancy.

Evidence of the public’'s expectation and demandtti@profession be regulated can
be discerned from a variety of sources. Therepghdic expectation that, in its role

as auditors of public offerings, the accountingf@seion be regulated, monitored, and
held accountable for any consumer harm that regolts negligently performed
audits. This expectation is evidenced by the @gein the profession by the 1985 and
1988 congressional hearings chaired by CongresdotamDingell.

There is also a public expectation that when adtogiprofessionals provide

services to clients and have access to confidesii@lt information, regulatory
authorities will require practitioners to adhergtofessional standards and to a code
of ethics and that they will remove dishonest armbmpetent practitioners from the
marketplace. In addition, there is further genexadlence that consumers expect
accounting professionals to be licensed: An Ap®87, California Poll conducted by
Field Research Corporation showed that the pukleets persons who offer

30



accounting services to be licensed by the Staiféy-five percent of those surveyed
believed that a person who advertises as an “ataotins state licensed.

3. The current regulatory program appears to providedence that severe harm
could result if the public accountancy professioraw deregulated.

» The first part to this document provides findingsavery aspect of the board’s
operation and programs. Based on this evaluat@nboard’s enforcement program
statistics and case information provided, spedhkiwissue.

4. Other mechanisms to protect the public from harmpaar to be inadequate if the
practice of public accountancy was deregulated.

* In a deregulated environment, the courts and theti@lace would be the primary
means available to the consumers of professiomralusmting services, to control their
exposure to risk of harm. Consumers could seelessdor their injuries in small
claims court or through civil lawsuits. Casesraiud, embezzlement, or theft could
be handled by the criminal courts, but the consymatection aspects may not be
considered in these courts. The courts may notvermeompetent practitioners from
the marketplace or provide for rehabilitation. @utly, the board’s enforcement
program has a number of approaches to disciplidéoato rehabilitate licensees, and
remove them from practice if necessary.

* Marketplace factors probably would also be inadegjt@protect consumers. This is
because most consumers would have difficulty evmgadhe competency of the
practitioner in the complex, highly technical fi@fpublic accounting. It is possible
for considerable harm to occur without the consusrierowledge. Even if a
knowledgeable consumer informed friends and astescabout a practitioner’s
incompetence, this would not prevent the practégrdnrom continuing to offer
services to other uninformed consumers. In generatketplace factors would not
remove incompetent or dishonest practitioners fpoafessional activity.

» Besides relying on the courts and the marketplaca deregulated environment,
consumers might rely on the activities of othergovnent agencies or private
organizations that affect the accounting professibne Securities and Exchange
Commission (SEC), the General Accounting Office Aand Internal Revenue
Service regulated specific activities performedobactitioners. In addition, the
Office of the Controller oversees school distrigtlidls. However, the activities of
these agencies appear inadequate to protect corsbewause they have no
independent licensing authority and no mechanismpifeventing dishonest or
incompetent practitioners from continuing to offeofessional accounting services.
In fact, these agencies rely on boards of accoagtemnCalifornia and other states to
license qualified professionals to perform the\aitis they oversee. For example,
the SEC requires that auditors of publicly tradechpanies be licensed. The GAO
requires that audits of agencies receiving federads be performed by licensed
accountants. Also, the Federal Single Audit Achdses that specified audits of
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5.

local government be performed by licensees. Intiaa state law requires that
school district audits and other mandated auditsdsformed by licensed CPAs or
PAs.

While a number of other occupations overlap sometlod functions performed by

licensees of the board, these other occupationsravtlicensed to perform the full
range of public accounting services which includasdits and attestation. In addition,
these other occupations are not governed by thefggsional standards and codes of
conduct that characterize licensed accounting predenals.

6.

CPAs and PAs perform some services that are atgtered by members of other
professions. For example, board licensees prepaneturns, as do Tax Preparers,
who are currently regulated by the Tax Preparegiara. Enrolled Agents, who are
regulated by the IRS, also prepare tax returnswever, tax preparers and enrolled
agents are not subject to the same enforcemerdiacigline as CPAs and PAs.

CPAs and PAs also perform some services that adered by unregulated
occupations such as bookkeepers, financial planaptsmanagement consultants.
Bookkeeping services generally maintain books arahtial records for clients. The
scope of practice for bookkeeping services geneialinore narrow than the scope of
practice for licensees, although licensees mayigedvookkeeping services as well.
The scope of practice for financial planning andhagement consulting services is
very broad. Frequently these services includetimemissioned sales of securities
and other investment products. Conversely, licensé the board are prohibited
from accepting commissions.

The practice of law is a regulated profession tivatrlaps with the practice of public
accounting. Attorneys, who are regulated by tla#eSBar, provide estate and tax
planning services as do CPAs and PAs. The scopgraofice for attorneys, like the
scope of practice for CPAs and PAs is very broatlorneys are exempt from the
provisions of the Accountancy Act for activitiesnsidered as part of the practice of
law.

Investment Advisors are required to register whth Department of Corporations.

As noted, licensees perform financial planning mewand are sometimes required to
register as Investment Advisors. The scope oftmaaor Investment Advisors, who
are not also licensed by another agency, is cofioénvestment planning and
related services such as the sale of securities.

There are other public agencies which provide soawersight of the services

provided by accountants, but none of these agenbias authority to license or
discipline practitioners of public accounting.

Because the practice of public accountancy is bevgd, some California CPAs and
PAs are licensees or registrants or other statecegge For example, while all
licensees can provide management and financiahpigradvice as part of the
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practice of public accounting, if the CPA or PA w®&s an investment adviser and
advised others as to the value of securities am@dwisability of making certain sales
and investments, he or she is required to be mrgtwith the Department of
Corporations. In addition, individual licenseesyrhald other professional licenses
such as Real Estate Broker or Attorney. None @élother agencies has the
authority to license or discipline practitionerspaiblic accounting in California, and
the board maintains no records on other licenskekkyeCalifornia CPAs or PAs.

7. All 54 states and jurisdictions regulate accountipgofessionals.

» Forty-three (43) of the states license CPAs, 5fgafiPAs, and 1 registers CPAs.
Twenty (20) states license PAs, 1 certifies PAg, Gnegister PAs.
States do differ in their educational and expememrjuirements, exam passing
standards, and continuing competency requiremddisrds of accountancy in 52
states and jurisdictions operate in an indepenceguacity. The lllinois, New York
and Utah boards operate in an advisory capaciydentralized regulatory agency.
Thirty-three (33) boards of accountancy have gbnauigh sunset review and none
have been deregulated.

8. There does not appear to be any substantial savitogdhe consumer (agencies or
businesses) if the practice of public accountancgsaderegulated, and in fact,
deregulation could adversely impact the businesmelte in California.

» ltis estimated that Californians spent in excds&lo4?2 billion for public accounting
services in 1994. While regulation may appeaesirict the number of persons who
can practice and cost the consumer more for serpaevided, there is no evidence
that any shortage of accountants exists in Cald#or@ompetition has seemed to have
increased over the years and cost of servicesgedwy CPAs and PAs has declined.
For many accounting services, the consumer hasl@ etioice of different
professionals. For example, for tax preparatiba,donsumer can engage a Tax
Preparer, an Enrolled Agent, or a CPA or PA. Tlaeecdifferences in cost, but the
cost is related to the practitioner’s educatiomesience, and range of services
provided, not to the level of regulation.

* In addition, there may be greater costs to conssitheggulation were to be
eliminated. In a deregulated environment, consem@uld have to bear the cost of
tax penalties resulting from improperly preparedreturns or the cost of attorney’s
fees for litigation necessary to obtain redresgridvances.

* The services provided by licensees have a broaddatrgn the success and growth of
California businesses. Businesses, large and sne&t licensees for a wide array of
services, including services related to the inteoparations of businesses, audits of
financial statements for access to capital marlestsistance with mergers and
acquisitions, and tax planning and preparatiorCdlifornia were to become the only
state that did not license CPAs, it could be seatipdisadvantaged compared with
other states in attracting new businesses. Atgernational business, especially
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trade with Pacific Rim nations and our neighbomogntries, is likely to play a key
role in California’s economic growth. The avail#liof accounting professionals is
necessary if California’s businesses are to comgiggetively in this global
marketplace.

9. There does not appear to be any viable alternativé¢he current regulatory
program which would provide the same degree ofjrmreased consumer protection.

Evidence cited in a report by the Senate Subcoreendh Efficiency and
Effectiveness in State Boards and Commissions dstraiad that other alternatives,
such as turning over the regulatory program to D@@&uld not provide cost or
increased consumer protection benefits. In a cosgraof other states, there is also
no evidence that a bureau under the control oh&raiezed agency would provide
any better services or protections to the consuha@ar an independent accountancy
board. In addition, if regulation were transfertedCA, it would be necessary to
pay for public accounting expertise that is nowilabde at a minimal cost through
board and committee members.

As the board pointed out, it would also be diffidol adequately regulate a highly
technical profession such as public accountingauthinput on policy decisions from
individuals with professional knowledge. In additjidhe diversity of experience and
perspectives currently provided by licensees ardipboard members would be lost
under this option, and the public forum for polisgues provided under the Bagley-
Keene Open Meeting Act would not be available. c&ese of the smaller size of the
board and its staff, it can be more responsivaégublic and is less likely to become
a ‘faceless bureaucracy.”
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